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CURRENT ECONOMIC SITUATION AND TRENDS 


THE SETTING IN THE SPRING OF 1982: 


The final figures for 1981 are not yet in, but it is evident from 
the preliminary information available that 1981 was a very bad year 
for the Moroccan economy. Gross National Product fell by 1 to 1.6 
percent in real terms; the operational budget deficit was over 2 
billion dirham; the overall budget (operational plus investment) 
deficit was almost 13 billion dirham ($2.5 billion) [1]. The trade 
deficit was 10 billion dirham ($1.9 billion), and the current 
account deficit was 9.5 billion dirham. Rather than being the year 
of economic takeoff in the context of the 1981-85 Five Year 
Development Plan, 1981 witnessed a rapid increase in foreign debt 
with little development. The causes of this disappointing 
performance were the worst drought this century, a 40 percent 
appreciation of the dollar relative to the dirham between June 1980 
and June 1981, and the sharp rise in interest rates in Europe and 
the United States. The general deterioration of the international 
economy and stagnation in international trade adversely affected 
Morocco. Little progress was made during 1981 in the achievement of 
the Five Year Plan as the Government's primary concern was in moving 
food to the drought affected countryside and in keeping the 
agricultural population employed on public works projects in order 
to stem migration to Casablanca and other cities. The outlook for 
1982 is not brilliant, but the situation should improve. Although 
late rains and a dry spell in March seriously affected the crop in 
some areas, recent rains promise a respectable, if below average, 
grain crop. Earnings from phosphate sales will be less than 
expected because of the continuing depressed market in Europe, but 
higher percentage of phosacid and fertilizer in total phosphate 
exports should increase revenues from Morocco's greatest export 
earner. Significant flows of foreign financing, much of it on 
concessional terms, will permit Morocco to get started on the 
projects in the Five Year Development Plan. The war in the Western 
Sahara continues to be a drag on the economy, and no solution is on 
the horizon as the Organization for African Unity (OAU) has been 
unable to organize the cease-fire and referendum that were proposed 
by King Hassan II at the OAU Summit in Nairobi in June 1981. 


EXTERNAL ACCOUNTS: Morocco's trade and current account deficits, 
which even in good years are troublesome, soared in 1981. The trade 
balance registered a deficit of DH 10.3 billion ($1.98 billion) in 
1981 compared with an average trade deficit of DH 6.6 billion during 
the period 1978-1980 and surpassed the record deficit of DH 8.5 
billion in 1977. With imports increasing by 33.7 percent and 
exports by only 25.9 percent, import coverage fell from 57.4 percent 
in 1980 to 54.1 percent in 1981. Sharp increases in energy and 
foodstuff imports accounted for the quasi-totality of the problem. 


1] US$1 = DH 5.2 (average for 1981). 
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According to preliminary figures, energy imports, primarily crude 
oil, increased 56 percent in terms of value to DH 5.6 billion while 
food imports (mainly grain and sugar) rose 62.8 percent to DH 4.6 
billion. These two categories accounted for 45 percent of total 
imports, and it took almost 82 percent of Morocco's exports to pay 
for them. These import figures show the impact on the Moroccan 
economy of the appreciation of the dollar in 1981. Although crude 
imports increased in volume by 1l percent in 1981, the increase in 
value measured in dirhams was over 50 percent. During 1981, imports 
of raw materials increased by 28 percent, semifinished products by 
7.4 percent, capital equipment by 16.5 percent, and consumer goods 
by 16 percent. The profile of increases in the value of imports 
Suggests that the scarce hard currency resources of Morocco were 
used to maintain the economy with only a small increase in imports 
of equipment fostering economic development. 


Exports in 1981, according to preliminary data, rose to DH 12.1 
billion ($2.3 billion) from DH 9.6 billion ($2.5 billion)[2]. 

Almost half of Morocco's exports were accounted for by sales of 
phosphate rock and phosphate products, which are traded in dollars. 
Dollar appreciation is also reflected in sales of phosphate rock 
which increased from almost DH 3 billion to close to DH 4 billion or 
34 percent in value despite a fall of 5.3 percent in tonnage (15.6 
Million tons compared with 16.5 million tons in 1980). Exports of 
phosacid and triple phosphate fertilizer increased by 73 percent for 
total sales of DH 1.6 billion. Exports of food products (24.8 
percent of total) fell by 18.4 percent in tonnage but because of 
higher prices increased by 17 percent in value to DH 3 billion. 
Finished products, which make up 11.6 percent of total exports, 
increased by 35 percent and reached a value of DH 1.47 billion. The 
increase was attributable to textile and leather products. It 
should be noted that because of the rapid rise in Moroccan exports 
of textile products to Europe, the European Economic Community (EC) 
is tightening up on Morocco's import levels. This is a major issue 
between Morocco and the EC. 


The current account deficit increased from DH 5.6 billion to DH 9.4 
billion, up almost 70 percent in 1981. This deterioration occurred 
despite increases in overseas workers remittances from DH 4.2 
billion to DH 5.2 billion and earnings from tourism which rose from 
DH 1.8 billion to DH 2.2 billion. These positive inflows were 
countered by a sharp increase in debt service which we estimate at 
over DH 4 billion as the grace period runs out on loans contracted 
during the phosphate boom of the mid-seventies. 


The only way Morocco was able to balance its external accounts was 
through massive foreign borrowing and by drawing down its reserves. 
The best information we have at this time is that Morocco obtained 
the equivalent of DH 9 billion abroad and drew down its net 
gold/foreign exchange reserves from about DH 1.5 billion to DH 1.1 
billion. 


[2] US$l = DH 3.8 in 1980. 
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We do not have an exhaustive list of all the loans and grants that 
Morocco was able to obtain this year but we know that $375 million 
from the International Monetary Fund (IMF) through its Extended Fund 
Facility became inoperative in the middle of the year when Morocco 
was forced to increase borrowing on nonconcessional terms in order 
to import needed cereals. World Bank project and sector loans 
provided about $250 million, French financing $200-$300 million, and 
credit and grants from Arab oil producing states may have run to 
over $1 billion. Loans Morocco receives and credits of various 
types from other multinational lending institutions, foreign 
government and export credit organizations, private banks, etc. 
provided additional funding. In 1981, as during the past several 
years, Morocco's friends got the country through a very bad time. 
However, the consequence is a far larger debt burden than was 
anticipated and a debt service ratio reportedly between 30 and 35 
percent of exports plus workers' remittances. 


THE INTERNAL SITUATION 


Preliminary estimates from unofficial sources are that the Gross 
National Product deteriorated by 1.5 percent in real terms in 1981. 
Much of the blame is attributable to a drought which resulted in the 
loss of 54 percent of the grain crop and 30-35 percent of the 
nation's sheep, its major animal resource. The drought also caused 
a drop of close to a third in hydroelectric energy production. 
Production in the mining sector overall also stagnated because of 
the low level of demand in the industrial countries. The shift in 
government spending from investment to measures intended to feed the 
population and to maintain a minimal acceptable standard of living 
resulted in an 1l percent decrease in housing construction and 
public works. While there were variations in different branches, 
the value added by the industrial sector decreased by 2 percent in 
1981. This poor performance was again due to the lowered purchasing 
power caused by the drought, a fall in government spending for 
development projects, and cash flow problems of many firms. 
Automobile assembly fell by 5.5 percent, and truck assembly fell by 
16 percent. Even the commercial sector registered a drop of 2 
percent. 


Morocco's public finance in 1981 also fell victim to the drought. 
The overall budget deficit was DH 12.8 billion, a 50 percent 
increase from the DH 8.5 billion budget deficit in 1980. Although 
there was a rise of 18 percent in general revenues, spending on the 
operational and investment budget increased 24 percent. The 
elements that weighed heavily on the budget in 1981 were a 74 
percent increase in debt service which rose to DH 4.3 billion and 
subsidies for basic consumer products (bread, sugar, tea, cooking 
oil, and butter), which rose from DH 1.4 billion in 1980 to DH 2.2 
billion in 1981. The Government's spending on investment also rose 
from DH 8.4 billion in 1980 to DH 9.3 billion in 198l. 
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To cover the budget deficit the Moroccan Government obtained an 
estimated DH 9 billion abroad. There was also an acceleration in 
money creation, and the money supply increased by 15.2 percent in 
1981 compared with an increase of 10.9 percent in 1980. The rate of 
inflation for 1981 was estimated by officials at between 12.5 and 
14.5 percent. 


AGRICULTURE: Moroccan agriculture in 1981 was devastated by 
drought. Total agricultural production last year fell by an 
estimated 22 percent (tonnage basis) as compared with the year 
before. Cereals were particularly hard hit. Production of the four 
major grains (durum wheat, bread wheat, barley, and corn) dropped by 
54 percent in comparison to 1980 to 2,021,900 metric tons, enough to 
cover a little more than 30 percent of normal domestic consumption. 
Barley and corn alone registered declines of 53 and 73 percent, 
respectively, because of extreme dry weather conditions, especially 
in the Center-South. Citrus, Morocco's most important agricultural 
export, fared somewhat better than most crops but still was down 6 
percent as compared with the year before. Cotton declined 8 
percent. Starvation and forced slaughter reduced cattle numbers by 
10-15 percent and sheep by 30-35 percent. The overall decline in 
the country's animal population last year averaged about 20 pecent. 
It is now estimated that the loss in agricultural production in 1981 
was close to DH 14.5 billion. 


AGRICULTURAL OUTLOOK IN 1982: Early apprehension about the winter 
Grain crop, in the wake of widely scattered rainfall, gave way to 
general optimism and rising expectations. Dry weather conditions 
during most of March, however, caused fairly widespread damage in 
the southern growing areas. Production losses this year resulting 
from crop burn range from an estimated 10 to 50 percent depending on 
the area. While the Ministry of Agriculture is not yet ready to 
concede the upper limits of the range, it is quite clear that total 
production of the four major grains this year will not reach normal 
levels and may turn short by as much as 30 percent. Water reserves 
have yet to recover from the tremendous drawdown last year, but they 
recovered sufficiently to see the winter grain crop to harvest. The 
harvesting of spring crops also appears to have gone well. 


1982 AND BEYOND: After the very grim 1981, things are looking 
better for the Moroccan economy in 1982. First, as noted above, the 
long sought rains finally arrived in late December 1981; most fields 
were bright green this spring, and the grain crop should be 
respectable even if less than average. This fact alone may be worth 
3 or 4 points in the GNP considering the direct and indirect affects 
on the economy of the grain crop. Second, the IMF has just agreed 
to a standby arrangement for one year for SDR 281.25 million (DH 1.8 
billion) and a Compensatory Financing Facility cereals option for 
SDR 236.4 (DH 1.5 billion). 
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The French and Moroccans signed the "Protocole Financier" for 1981 
(to be used in 1982), which provides up to $280 million in mixed 
credits for the Moroccan Government and a separate agreement for the 
Office Cherifien des Phosphates (OCP) that could reach $750 million 
in COFACE and mixed credits. The World Bank recently approved three 
development loans with a total value of $57 million. The Japanese 
will finance a $200 million sulphuric acid plant for the OCP, much 
through low-interest, long-term government credits. Substantial 
support is also expected from Saudi Arabia and other Arab oil 
producers. Thus, although Morocco's high debt service and the IMF 
Program currently in effect strictly limit nonconcessional 
borrowing, Morocco's friends and suppliers seem to be coming forward 
with large balance-of<payment and development credits. 


A cloud in the 1982 recovery is the continued depressed market for 
Phosphate in Europe. It is likely that Morocco will export less 
phosphate rock in 1982 than in 1981, and the price per ton will be 
less than it was in 1981. Increased sales of phosacid should, 
however, improve total earnings. 


Another problem for the short term is the determination of the EC to 
further tighten controls on imports of textile products from 
Morocco. This is a sector where Morocco could rapidly increase its 
exports to Europe but is being prevented from doing so. The EC 
Common Agricultural Policy is also an obstacle to Morocco's 
development. Tomatoes raised in hothouses in the Netherlands with 
subsidized natural gas displace potential Moroccan exports. A 
serious problem, still a few years off, is the entry of Spain in the 
Common Market which threatens to progressively reduce the export of 
Moroccan citrus to the EC as citrus from Spain will circulate in 
Europe duty free. Trade negotiations between Morocco and the EC 
will be a major subject of 1982. 


Our best guess at this time is that 1982 will be a year of modest 
growth in GNP (3-4 percent) but one of lower budget deficits and an 
improved external balance. The program agreed to between the 
Moroccan Government and IMF requires it. It will be a year of 
positioning for take-off, but not one of the takeoff itself. The 
new Code for Industrial Investment was passed by Parliament in 
June. Conclusion of a World Bank study on fisheries in the fall 
will mark the beginning of the development of projects in that 
sector. Liberal financing for housing should bring new vigor in 
construction. During 1982, we will learn-if the discovery of 
natural gas by ONAREP, the Moroccan Government oil company, near 
Essaouira is sufficiently large to merit its development. In the 
summer of 1982, Atlantic Richfield (ARCO) began drilling exploratory 
wells in the Atlantic Ocean off Agadir. 
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The long-run prospects for Morocco are generally considered very 
favorable. It has the potential to increase significantly its 
production of agricultural products. It has some of the richest 
coastal fishing grounds in the world, and it is hardly exploiting 
them. It has 70-75 percent of the world's phosphate reserves which 
are expected to put Morocco in a dominant world position by the 
1990's. It has some of the world's largest reserves of oil shale 
and plans to extract uranium from phosphoric acid, so it should 
begin to master its energy problems. Its location close to Europe, 
good climate, and historical cities like Fez and Marrakech provide 
increasing tourist potential. Finally, it has a relatively skilled 
labor force and a good industrial and transportation infrastructure 
to further its industrial development. 


IMPLICATIONS FOR THE UNITED STATES 


Although the next few years will be difficult ones for Morocco, 
there are a variety of factors that should lead to substantially 
increased economic interaction between the United States and 
Morocco. A first observation is that the current position of the 
United States in trade with, and investment in, Morocco is so low 
that there is much room for improvement. In 198l, the United States 
ranked fifth among Morocco's suppliers with its imports only 
representing 6.5 percent of total imports. The value of U.S. 
exports was $429 million of which approximately $150 million was 
wheat. France accounted for 25 percent of Morocco's imports, and 
French sales to Morocco were DH 4.1 billion. The total value of 
U.S. investment in Morocco in 1981 was only $60 million. This is 
rather small for a country the size of Morocco and for a country 
which has a policy of encouraging foreign investment and private 
sector initiative. A new Industrial Investment Code to provide 
increased investment incentives will attract greater amounts of 
foreign capital. This is consistent with a growing tendency in 
Morocco to look to the United States for economic, political and 
military support. 


Many reasons for the low level of economic interaction remain, 
however. The long-standing Moroccan propensity for European and 
particuarly French goods, more favorable financial terms offered by 
third-country governments in support of their firms' sales, language 
problems, dollar appreciation, and higher transport costs all work 
against the American trader. U.S. business has begun to penetrate 
the market, however. American firms increasingly are recognizing 
Morocco's potential, and Moroccan importers have become familiar 
with many types of U.S. products. To further this acquaintance, the 
Embassy and Consulate General in Casablanca have received avionics, 
Mining equipment, and electric power generation trade missions, have 
sponsored a binational mining symposium, and, in June 1981, received 
an extremely successful OPIC investment mission. Morocco was one of 
four countries chosen for the Trade and Investment Mission to Africa 
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led by Commerce Secretary Baldrige and Agriculture Secretary Block 
in January 1982. Twenty-five senior U.S. executives accompanied the 
Mission which ran concurrently in Rabat with the inaugural meeting 
of the U.S.-Morocco Joint Committee on Economic Relations. The 
Joint Committee is the most significant vehicle for bringing the 
business communities of the two countries together and is scheduled 
to meet again in Washington, D.C. in early 1983. Planned trade and 
investment promotion activities for the balance of this year include 
trade missions in the fields of hospital and medical equipment, 
transportation, water resources, and food processing, as well as a 
third binational colloquium in as many years =-- this time on marine 
fisheries. The U.S. Pavilion at the Casablanca International Fair, 
to be held in April 1983, will also give American business 
representatives an opportunity to penetrate the growing Moroccan 
market. 


Increased U.S. interaction with the Moroccan economy will be in the 
context of the Five Year Development Plan (1981-85) which calls for 
GDP growth of 6.5 percent per year and for the creation of 900,000 
jobs. Development performance fell far short of the Plan's goals in 
1981, and it is very possible that the GDP growth rate will miss the 
target as well. There is also general skepticism that all of the 
projects envisaged in the Plan can be financed. Nevertheless, the 
Plan can be looked at as a blueprint, if an imperfect one, for the 
direction of Morocco's development over the next several years. 

Many aspects of the Plan should favor U.S. products and U.S. 
investment. 


The six priority sectors are agriculture, fisheries, energy, mining, 
tourism, and industry. The Plan calls for steady growth in 
production of grains, oil seeds and olives, vegetables, citrus, and 
livestock. This agricultural development effort should provide 
additional markets for farm machinery of all sorts, equipment for 
agribusiness, and irrigation system materials. 


With the creation of a 200-mile exclusive economic zone in December 
1980 and of a new Ministry of Ocean Fisheries in April 1981, the 
Moroccan Government is anxious to develop its vast and 
underexploited fisheries resources. Presently the World Bank is 
undertaking a major study which will cover Morocco's needs for new 
fishing ports and-‘port infrastructure, new and upgraded fishing 
boats, large refrigeration units at major fishing ports, cold 
storage capacity in interior towns, fishing boat construction and 
repair facilities, etc. It is expected that the World Bank will 
finance some of the projects that are developed in the study. 
Investment in this sector will run into the hundreds of millions of 
dollars, and France, Spain, Portugal, Japan, and other countries, as 
well as the United States, are already looking for a piece of the 
action. The Moroccan and U.S. Governments have agreed to sponsor a 
bilateral colloquium on fisheries affairs which will provide an 
opportunity for U.S. sales and investment in this up-and-coming 
sector. 
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Because of its enormous oil bill, Morocco is making a major effort 
to develop indigenous energy resources. The Plan calls for 
government expenditures of DH 1.2 billion ($230 million) for oil 
shale development. It also provides DH 1.5 billion ($288 million) 
for oil and gas research. Three major U.S. oil companies have 
signed or are negotating contracts with ONAREP, the Moroccan 
Hydrocarbons Office, for offshore exploration rights. A $50 million 
World Bank loan is permitting ONAREP to undertake onshore 
exploration for oil and gas. Both onshore and offshore exploration 
activities spell considerable opportunities for subcontractors and 
suppliers of drilling and related oilfield equipment. Development 
of Morocco's oil shale resources is being funded by a newly approved 
$50 million loan. During the Five Year Plan period, seven large 
hydroelectric dams are to be built to generate energy as well as 
provide irrigation. The Plan allocates some $883 million for the 
dams. Morocco also expects to build a nuclear power station 
sometime in the 1990's in order to take advantage of the uranium to 
be extracted from phosphoric acid. A U.S.-made nuclear research 
reactor is being installed in Morocco and may pave the way for other 
U.S. efforts in the nuclear field. 


Tourism is already a major industry. In 198l, over 1.65 million 
tourists came to Morocco. During the Plan, there will be a major 
expansion of tourist hotels. Although much of the cost will be for 
construction, there will be a large market for air-conditioning, 
refrigeration, kitchen equipment, and furnishings. 


The Five Year Plan puts great emphasis on the private sector and 
Pparastatal organizations which are to finance DH 76.4 billion of 
total Plan financing of DH 111 billion. The Investment Codes are 
being revised; the new code for the industrial sector, which 
received Parliamentary approval in June 1982, will allow for 100~- 
percent foreign participation in manufacturing investments. King 
Hassan II is in the forefront of encouraging foreign investors. The 
new code will provide additional incentives in the form of tax 
holidays, customs exonerations, low cost loans, and subsidized land 
purchases for eligible investments. It is hoped that much new 
industrial investment will concentrate in 25 new industrial zones 
which are being created by the Government as part of an economic 
decentralization effort. The focus in these zones is on small and 
medium-sized businesses, and the Moroccan Government will be looking 
for foreign firms to establish there. 


In addition to the above priority sectors, mining and processing of 
minerals remains an area of major interest to the United States. 
The Office Cherifien des Phosphates (OCP) is in the process of a DH 
25 billion ($4 billion) 5-year expansion program which calls for 
increasing its mining capacity from 20.8 million to 30 million tons 
by 1985 and for the expansion of an existing phosacid plant and 
building of three new ones. Although the French will provide OCP 





11 


with large amounts of mixed credits over the next several years, 
there is still room for U.S. sales. The OCP works with U.S. 
engineering firms and suppliers of mining and chemical plant 
equipment and EXIMBANK extended a $50 million credit line to OCP. 


In addition to phosphate mining, U.S. firms selling mining equipment 
may have opportunities as Morocco moves to develop its oil shale 
resources and minerals such as copper, cobalt, manganese, lead, 
barite, and other precious and nonprecious minerals. The 
Government's coal mining company, Charbonnages du Maroc, is 
undertaking a major expansion program which will provide additional 
opportunities for sales of mining equipment. 


Although there will be increased opportunities for sale of U.S. 
Products in the coming year and the Moroccan Government has lifted 
many import restrictions, the growing external debt and sluggish 
economy means that advantageous export financing is more important 
than ever. There will probably be continued restrictions on large 
Capital equipment imports not accompanied by concessional supplier 
credits. The financing packages proposed by foreign bidders on 
Major capital investment are every bit as important as price and 
technology. Superior equipment, processes, and technology can win 
business for U.S. suppliers, but only if they are accompanied by 
maximally competitive financing and assured aftersales servicing. 


WHERE TO GO FOR FURTHER INFORMATION 


Potential U.S. investors can secure a wide range of advice, 
services, and financing from U.S. Government entities on any aspect 
of their interests or desired involvement in Morocco. The Office of 
the Near East (ONE) in the Department of Commerce has detailed 
marketing and investment material available. The EXIMBANK offers 
interesting export financing and commercial credit guarantees to 
cover U.S.-sourced equipment and services. The Overseas Private 
Investment Corporation (OPIC) provides investors with insurance 
coverage against losses due to war or civil strife, 
expropriation/naturalization, and against currency inconvertibility, 
while offering venture capital at attractive rates. In Morocco, 
exporters and potential investors can consult in confidence with 
Citibank Maghreb, a Casablanca=based subsidiary of Citicorp in New 
York and the only U.S. bank operating in Morocco; Price Waterhouse 
du Maroc, the only local subsidiary of a U.S. chartered accountant 
firm; as well as the Economic/Commercial Sections of the American 
Embassy in Rabat and the two U.S. Consulates in Morocco, located in 
Casablanca and Tangier. 








